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Global markets are in turmoil as COVID-19 
continues to spread to all corners of the 
globe. Our efforts to halt its progress have 

thus far failed, owing to certain characteristics of this 
new virus, such as its very high transmissibility and 
the way it is able to spread between persons even 
when the infected are asymptomatic. 
 

Shocks to both supply and demand 
Markets are currently scrambling to price-in the 

consequences of both the supply and demand 
shocks that are seizing the globe. Governments are 
proceeding - one after the other - to shut down all 
non-essential parts of their economies while encour-
aging their citizens to self-isolate in order to contain 
the virus. Crude oil has been hit more severely than 
many other assets in the wake of China shuttering its 
industry in the New Year. China is the world’s largest 
oil importer; the knock-on effects of the measures it 
has taken are far-reaching and will take many 
months to be fully revealed. West Texas Intermediate 
has gone from highs of over $65 per barrel at the 
start of the year, to lows just over $27, putting it 
firmly into bear market territory. At the time of writ-
ing the article it was trading at $31.99 per barrel. 

 
OPEC+ breakdown 

Crude oil prices fell 10 percent on Friday, March 
6th when OPEC+ talks broke down as Saudi Arabia 
failed to convince Russia to increase production 
cuts. It fell again by over 33 percent on Monday, 
March 9th following an announcement by the Saudis 

that they would be slashing prices and increasing 
production. Leading the other Gulf states, Saudi 
Arabia is now engaged in a price war with Russia in 
an attempt to gain market share in this new environ-
ment of lower prices and curbed demand. Kuwait 
recently announced that it would also be cutting the 
price of its own April crude sales by $6 per barrel, 
the same amount as Saudi Arabia. 

 
Libyan disruption 

The recent blockade of Libyan export terminals by 
rivals to the country’s head of state, Fayez Al-Sarraj, 
initially supported the price of crude. By mid-February 
the country’s output had slowed to a trickle, going 
from 1.2 million barrels per day to just over 160,000. 
However, this supporting effect is already being nulli-
fied by the market’s reaction to the prospect of over-
production by the Gulf states and Russia. This new cli-
mate of reduced demand and increased supply is only 
likely to send prices even lower. 

 
Kuwait’s oil dependence 

It is estimated that Kuwait holds around 10 percent 
of the world’s oil reserves, a fact that has contributed 
to it becoming incredibly wealthy since it first started 
exploiting those resources in the middle of the 20th 
century. Despite being more open and liberal than its 
counterparts in the Persian Gulf, Kuwait’s economy is 
not as diversified as the other Gulf states. 

 In recent years, Kuwait has done an incredibly 
good job of increasing the contribution of travel and 
tourism to its GDP. The travel and tourism industry 
has gone from 3.5 percent of the country’s GDP in 
2014 to an impressive 10.4 percent in 2018. While 

these changes are certainly encouraging, they are 
unlikely to insulate the country from the economic 
fallout of the coronavirus, as this is yet another sec-
tor that we are expecting to be hit particularly hard, 
at least in the first half of 2020. 

 
Response to the crisis 

Despite sharing a maritime border with Iran, 
which has been one of the four global epicenters of 
the outbreak, Kuwait has yet to see the virus spread-
ing into triple digits. At the time of writing, Kuwait 
has reported a total of 80 coronavirus cases and no 
deaths. The country’s response to the crisis in the 
wake of the World Health Organization declaring 
Covid-19 a pandemic has been swift and uncompro-
mising. All commercial flights in and out of the coun-
try have been cancelled except those evacuating 
Kuwaitis from abroad. Public gatherings are prohib-
ited and employees have been given a two-week 
holiday and told to stay home. 

 
The bottom line 

The International Energy Agency has recently cut 
its base case for global oil demand by 1.1 million bar-
rels per day. The agency expects that in 2020 oil 
demand will fall for the first time since 2009. Global 
demand will be down year-on-year by 2.5 million bar-
rels per day, with China accounting for the lion’s share 
of this slump, its own demand set to fall by 1.8 million 
barrels per day. 

Kuwait’s All-Share index was down 4 percent in 
February, despite its oil and gas sector being the best 
performer for the month. Nevertheless, the index’s loss-
es haven’t been as pronounced as those of Qatar, Saudi 

Arabia, Dubai and Abu Dhabi. We have to keep in mind 
that all markets are currently in panic mode, everything 
is being sold indiscriminately as investors vacate risky 
assets in favor of cash until the dust settles. Only when it 
does, will we be able to know what we’re dealing with. 

One thing that most of the Gulf states have in com-
mon is relatively low debt to GDP. With the exception 
of Bahrain, all the Gulf states have debt to GDP per-
centages that are well-under 100. At 17.78 percent, 
Kuwait has the lowest debt to GDP percentage of all 
the Gulf states and one of the lowest in the world. So, 
while Kuwaiti oil may not have the lowest external 
break-even price, its fiscal break-even price is signifi-
cantly lower than all the other Gulf states except Qatar. 
This means that Kuwait is able to tolerate selling oil at 
these reduced prices for a sustained period of time. 
This will be extremely important if the global economy 
dips into a prolonged recession, as many other players, 
particularly Canada and the US, have the onerous 
combination of both high debt and high break-even 
costs to contend with. 

Finally, you can expect high oil-consuming nations 
to want to stock up at these low prices, which will also 
play into the hands of the Gulf states who are cutting 
their prices. It is rumored that Chinese officials are 
already considering beefing up the country’s strategic 
oil reserves at these discounted levels. Recently, 
Bloomberg announced that oil lobbyists in the US are 
also pressuring President Trump to do the same thing. 
China on its own is in a position to support oil prices 
were it to opt to buy this dip. If other large oil-con-
suming nations were to follow suit, it could provide a 
much-needed, if temporary, boost to oil producers. 
Note: Giles Coghlan is chief currency analyst at HYCM

How Kuwait will be affected as coronavirus impacts oil prices

WASHINGTON: Faced with a growing economic 
shutdown from the global new coronavirus pandemic, 
the US Federal Reserve on Sunday announced drastic 
emergency measures to shore up confidence and keep 
the financial sector running, including slashing the key 
interest rate to virtually zero. 

The Fed made its second emergency rate cut in less 
than two weeks, cutting the benchmark borrowing rate 
to a range of 0-0.25 percent, where it was during the 
2008 global financial crisis, and pledged to keep it 
there “until it is confident that the economy has weath-
ered recent events.” 

The central bank also announced massive asset pur-
chases, opened its discount lending windows to banks 
and urged them to use it to help businesses and house-
holds.  In another move, it removed bank reserve 
requirements to allow them to use cash backstops. 
President Donald Trump, who has been critical of the 
independent Fed for not acting more aggressively, 
praised the moves. “What’s happened with the Fed is 
phenomenal news,” Trump said at a regular briefing of 
his coronavirus task force. 

“It’s a tremendous thing that took place just now,” 
he said. “I can tell you, I’m very happy. I didn’t expect 
this. And I like being surprised.” In addition, the Fed 
joined forces with other major central banks to guar-
antee the global financial system has enough cash to 
continue to operate. The action was coordinated with 
the European Central Bank, Bank of England, Bank of 
Japan, Bank of Canada and the Swiss National Bank. 

“The swap lines are available standing facilities and 
serve as an important liquidity backstop to ease 
strains in global funding markets,” a statement said. 
The massive show of financial force as more countries 
are on lockdown due to the spread of the COVID-19 
illness aims to contain the economic fallout as busi-
nesses are forced to shut their doors, in an already 
sluggish global economy. 

“The coronavirus outbreak has harmed communi-
ties and disrupted economic activity in many coun-
tries, including the United States,” the Fed’s policy-
setting Federal Open Market Committee said in the 
statement following the emergency meeting. 

It said it “will use its tools and act as appropriate to 
support the economy,” though what tools it has left is a 
question. One FOMC member dissented from the vote. 
Cleveland Fed President Loretta Mester objected only 
to the move to take the federal funds rate nearly to zero.  

Meanwhile, new governor Andrew Bailey promised 
that the Bank of England would deliver further 
“prompt action” when needed to help Britain’s econo-

my weather the hit from the global coronavirus pan-
demic. Bailey, who succeeded Mark Carney as gover-
nor yesterday, told BBC News that the BoE was “very 
keen” to ensure that short-term damage to the econo-
my did not permanently damage Britain’s longer-term 
growth prospects. “That’s why you saw prompt action 
last week, that’s why you will see prompt action again 
when we need to take it, and the public can be assured 
of that,” he said in his first public comments since tak-
ing over as governor. On Wednesday last week, the 
BoE launched emergency credit measures to prevent a 
wave of corporate bankruptcies, and cut its key inter-
est rate to 0.25 percent from 0.75 percent. A few 
hours later, new finance minister Rishi Sunak 
announced a surge in public spending . 

On Sunday, the BoE joined the US Federal Reserve 
and four other major central banks to make it easier 
for banks to access US dollar liquidity. Investors are 
watching for signs that the BoE will take further meas-
ures to help the world’s fifth-biggest economy before 
its next scheduled announcement on March 26, even 
though its room for manoeuvre has been reduced by 
last week’s action. 

Economists say the BoE could trim rates to just 
above zero and expand its purchases of government 
bonds and corporate debt. Some have even raised the 
prospect of more radical policies such as “helicopter 
money”-giving newly created money directly to 
households-depending on the severity of the down-
turn. Bailey, who was accused by lawmakers of being 
slow to react to banking and fund management scan-
dals in his old job as head of Britain’s Financial 
Conduct Authority, told parliament this month that he 
was nimble and dextrous enough to be BoE governor 
during times of global strife. 

He pointed to his record during the financial 
crisis, when he spearheaded the BoE’s bank res-
cue packages. — Agencies

US Fed cuts key interest rate  
to 0-0.25% amid pandemic 

New BoE governor Bailey promises more ‘prompt action’ when needed

In this file photo US Federal Reserve Chairman Jerome 
Powell gives a press briefing after the surprise 
announcement that the FED cut interest rates in 
Washington, DC. — AFP

The Central Bank of Kuwait (CBK) announced 
the most recent issues of CBK bonds and related 
Tawarruq at a total value of KD 290 million for 
three months with rate of return at 2.250 percent.

CBK bonds and  
related Tawarruq

TOKYO: The Bank of Japan yesterday unveiled a 
series of emergency monetary policy measures to 
shore up the world’s third-largest economy, as the 
coronavirus pandemic threatens a global recession. 

In a meeting brought forward by two days, the 
BoJ said it would double its annual capacity to pur-
chase exchange-traded funds and Japan real estate 
investment funds, the latest global central bank to 
take emergency action. The moves sent Japanese 
markets whipsawing, with the Nikkei-225 initially 
surging two percent but then falling rapidly back 
into the red as traders digested the statement. 

The bank said it had decided unanimously to 
“actively” purchase ETFs (exchange-traded funds) 
and J-REITs (investment funds tied to Japanese real 
estate) with an annual upper limit of 12 trillion yen 
($112 billion) and 180 billion yen respectively. Seiichi 
Suzuki, senior market analyst at Tokai Tokyo 
Research Institute, said: “What’s big is 12 trillion yen 
of ETFs buying, which means one trillion yen each 
month. What investor could ignore this?” “It was 
quite a drastic step,” Suzuki told AFP. “Those who 
wanted to buy jumped on the occasion.” 

Previously, the bank was buying a maximum of 
six trillion yen of ETFs and 90 billion yen of J-REITs 
per year. The BoJ said it would also introduce a new 
operation to provide loans against corporate debt 
and raised its annual limit for corporate bond pur-
chases by one trillion yen to 4.2 trillion yen. 

But it left its main interest rate unchanged at 
minus 0.1 percent and also kept its upper limit for 
purchasing government bonds at 80 trillion yen. 

“There have been significant uncertainties over 
the consequences of the outbreak of COVID-19 and 
over the size and persistence of their impact on 
domestic and overseas economies,” said the bank in 
a statement. BoJ chief Haruhiko Kuroda said hours 
afterwards that the body expects the impact of the 
virus to “continue for some time”.— AFP 

BoJ unveils  
emergency  
measures 

TOKYO: Bank of Japan Governor Haruhiko Kuroda ges-
tures at a news conference in Tokyo yesterday. —AFP

HARARE: Zimbabwe’s annual infla-
tion soared to over 500 percent in 
February, the country’s statistical 
agency said yesterday, releasing its 
first consumer price data since June 
last year. 

“The year-on-year inflation rate for 
the month of February as measured 
by the all-items CPI (consumer price 
index) stood at 540.16 percent,” the 
Zimbabwe National Statistics Agency 
tweeted. 

Zimbabwe last year suspended the 
publication of annualized consumer 
price data in June, when inflation at 
176 percent. The local currency has 
fallen from parity against the US dol-
lar a year ago, to around 18 
Zimbabwean dollars (ZWL) per 
greenback although on the black mar-
ket the rate is over 30. 

In February 2019 Zimbabwe 
launched currency reforms including 
reintroducing the local currency and 
banning the use of the US dollar in a 
bid to solve a chronic monetary crisis. 
The US dollar had been the national 

currency since 2009 when the coun-
try trashed its own worthless currency 
when hyperinflation reached 500 bil-
lion percent. 

The latest inflation figures are 
stoking fears of a return of the kind of 
hyperinflation that wiped out savings 
10 years ago when the economy col-
lapsed and prices of goods and serv-
ices skyrocketed everyday . President 
Emmerson Mnangagwa, on taking 
over from long-time ruler Robert 
Mugabe, promised to revive the econ-
omy. But nearly two years later, the 
economy is floundering with many 
goods including fuel, medicines, and 
the staple cornmeal in short supply 
and many Zimbabweans saying they 
are worse off than they were under 
Mugabe. —AFP

Zimbabwe  
inflation  
soars to 540%

HARARE: Zimbabwe’s annual inflation 
soared to over 500 percent in 
February. —AFP

SINGAPORE: When the US Federal 
Reserve cut interest rates to near 
zero on Sunday, the dollar fell, since 
the move blew away the yield on 
owning dollars and with it much of 
their attraction. 

Yet few are willing to bet on a pro-
longed decline. Pandemic fears are 
roiling markets, driving a scramble for 
both safety and funding in the world’s 
reserve currency. 

Analysts are already discounting the 
dollar’s slide as modest and maybe 
temporary, given the scale of the Fed’s 
emergency move. They are also draw-
ing a distinction between the unwind-
ing of the dollar’s yield and what hap-
pens next. “We had this very, very bold 
move by the Federal Reserve,” said 
Paul Mackel, head of emerging markets 
FX research at HSBC in Hong Kong. 
“(But) if you look at the reaction of 
markets, it’s very mixed if not under-
whelming. And in the currency market 
specifically, the dollar funding still 
remains quite tight.” 

He said the dollar was drawing sup-
port for all kinds of reasons, from 

investors seeking safety from wild 
trading in other asset classes to busi-
nesses who want to be cash-rich in 
uncertain times. 

“Whenever you have a big enough 
financial shock, the scramble for liquid-
ity and the reserve currency in the 
world, which is the dollar, typically 
intensifies,” Mackel said. So in spite of 
the Fed’s 100-basis-point cut and 
aggressive liquidity measures, the cost 
of borrowing dollars internationally - 
reflected in cross currency swaps - has 
kept rising. 

Japanese banks were yesterday 
paying 10 times the average price to 
swap yen for one-month dollars. 

The dollar has historically gained in 
spot markets whenever there is an off-
shore funding squeeze, since it is 
almost always against a backdrop of 
global uncertainty and market volatility 
that tends to hurt the balance sheets of 
non-dollar economies. This time, the 
dollar’s yields are also higher than 
those in the euro zone or Japan. In the 
spot market, the euro rose 1 percent 
against the dollar yesterday and the 
yen nearly 2 percent as US yields 
dived after the Fed announcement. 

But both stayed below recent 
peaks and the dollar surged against 
commodity and emerging-market 
currencies, adding to already massive 
gains as pandemic headlines flowed 
across screens. —Reuters 

After the Fed,  
the dollar may  
not subside


